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Abstract

The margin trading and securities lending businesses have been growing at a
staggering pace since its inception on March 31, 2010, with the turnover multiplying
from millions to more than a trillion in value terms in the course of a few years. While
the development has been rapid, its effects on the stock market and whether its
intended purposes have been achieved is a study worth exploring and conducive to
further improving the product. This thesis first gives an overview of the concept,
features, impacts and history of margin trading and securities lending businesses to
form a foundation for the following analysis, which is an empirical study on the
correlation between the volatility and liquidity of China’s stock market on the basis of
previous literature.

Firstly, this paper set out the effect of margin trading on the liquidity and
volatility of the stock market, which based on two aspects, theory and empirical.
Secondly, this paper summarized the development of margin trading inland, and
analyzed its development status, finding that the scale of margin trading had
developed rapidly in our country, while the development of securities lending was far
away from the margin trading.

The study is divided into two sections, the first of which addresses whether the
relevant characteristics of the stock market have changed before and after the
introduction of margin trading and securities lending and at the different stages of its
development. The second part studies the respective effects of margin trading and
securities lending activities on the relevant characteristics of the stock market after its
introduction. The analysis applies the EGARCH model to describe volatility and uses
the ILLIQ indicator, Martin indicator and Hui-Heubel indicator to depict liquidity,
which taking return rate, price changes and price amplitude into account, analyses the
four indicators’ changes at different stages and then establishes a VAR model with the

corresponding indicators and respective data of margin trading and securities lending



businesses to gauge the independent effect of the two on the volatility and liquidity of
the stock market.

The study concludes that the introduction of margin trading and securities
lending has overall influence the stock market’s volatility and liquidity, but limited.
In regard to volatility, margin trading works to improve volatility with more notable
effect, while securities lending decreases volatility. Both margin trading and securities
lending serve to increase liquidity, but which product having more effective in this
regard on a per-unit basis depend on the indicator. Therefore, based in the above
conclusions, the study suggests proactively developing the securities lending business,
establishing a sound legal framework, improving the regulatory and operational

institutional arrangements and providing guidance and education for investors.

Keywords: Margin trading, Volatility, Liquidity.
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